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Benedict S. K. Koh, Olivia S. Mitchell, and Joelle Fong Rapid population aging is focusing policymakers' attention on ways to maximize the effectiveness of workers' retirement saving. This is particularly true in Singapore, where the country's fast-aging citizenry and high cost of living makes it crucial for workers to build up a sizeable nest egg by the time they retire. This paper focuses on how one of the world's oldest and most prominent retirement schemes, namely Singapore's national Central Provident Fund (CPF), is evolving in response to the perceived need for modernization against the backdrop of an aging workforce and region. As Singapore has one of the world's lowest fertility rates (at around 1.2 per 1,000) and longest life expectancies (over age 80 at birth), the country will soon have a higher fraction of elderly of all developed nations other than Japan.
For this reason, it is useful to examine how participants' investments in the defined contribution system are managed, where they are invested, and how they are growing over time, to help determine how successfully the program will be in supporting the retired population.
Specifically, this paper focuses on the costs associated with professionally-managed unit trusts offered under the CPF Investment Scheme (CPFIS). First, we briefly describe how the CPFIS fits into household portfolios and indicate the investment choices made available to people in the system. Second, we examine the sale charges and transaction fees paid by investors when investing into a CPFIS unit trust. Third, we consider the ongoing operating expenses paid by unit trusts to cover portfolio management, fund administration, and other miscellaneous costs of operating the unit trust. Fourth, we examine the determinants of these costs and assess whether factors such as size of fund, types of fund, and type of ownership, have a bearing on the cost structure of unit trusts. Last, we summarize and offer some thoughts regarding policy options.
Investment Choices under the Singaporean Central Provident Fund
Singapore's CPF is a mature social insurance scheme covering more than 3 million members (Koh et al. 2007 ). Established in 1955 as a mandatory saving program, 1 CPF assets today represent a sizeable portion of Singaporean household assets. As shown in Table 1 , a significant portion of household wealth is held in balances in CPF accounts; for instance, in 2000, CPF balances (net of withdrawals) represented 13% of Singaporeans' total wealth; by 2005, this had grown to almost 15%. Yet not all CPF savings are held in liquid assets, inasmuch as account holders have also been permitted to use their CPF savings to purchase properties, insurance products, and other investments. Table 1 also shows that 46% of household assets are held in residential property; a substantial portion of these holdings were also financed with CPF saving (McCarthy et al. 2002) . This amounts to $375,936million (end 2005) , of which about $116,681 million (or 31%) was funded with CPF savings withdrawn through the CPF Housing Scheme (Table 2) . Adding this to the CPF savings held in liquid assets, CPF savings as a whole clearly represents a sizeable portion of households' total wealth. Therefore, it is important that CPF account holders be proactive in maximizing investment returns on CPF savings.
Tables 1 and 2 here
The CPF scheme has evolved over the years. Initially, Singaporeans tended to leave their retirement savings by default in the government-managed ordinary account (OA) and special account (SA) earning a government-set rate of interest of 2.5% and 4% per year respectively. As of 1986, to help participants enhance returns on their saving, the government introduced the 1 Low and Aw (1997) trace the historical roots of the Singaporean CPF.
Approved Investment Scheme (AIS) . Subsequently, in 1993, the Board instituted an Investment Schemes (IS) approach which further widened the range of permissible assets in which CPF savers could invest their OA and SA money, and in 2001 the entire SA account was permitted to be thus invested. The menu of permitted CPFIS funds includes unit trusts and investment-linked insurance products (ILP) into which CPF participants may invest their mandatory saving (CPF 2007a) . Despite this liberalization, the bulk of CPF saving today is still held in the government-managed default fund. As of Dec 2006, only 28% of available funds had been tapped for investment outside the government's CPF fund. Another $79 billion is held in the investment saving scheme but has not been actively invested (Table 3) . A higher percentage (31%) of OA assets available was invested in the non-governmental funds, as compared to SA assets (20%). Table 3 here
One finding that can be drawn from the data is that most Singaporeans have not actively selected from the menu of CPF investment options in their quest to grow their saving. One explanation might be that CPF members seek less risky assets for their SA assets as these are earmarked for old-age savings, versus OA assets which can be used for a variety of purposes such as housing, education, and insurance. Also, the "default" rate of return paid to those who keep their money in the CPF may be deemed safe, compared to being exposed to the vagaries of financial markets. Alternatively, the inertia demonstrated by CPF members may be attributed to the fact that participants may simply not know what to invest in and how to invest. Being perplexed, members may choose the path of least resistance (Chen et al. 1997; Mitchell 1988) which in the Singaporean case is to simply leave their funds with the CPF and earn the guaranteed return.
For members who do invest under the CPFIS, the bulk of their saving is invested in stocks, insurance policies, and unit trusts (Koh et al. 2007) . Stocks include equity and loan stocks listed on the Singapore exchange, traded in Singapore Dollars, and offered by companies that are incorporated in Singapore. Insurance policies refer to annuities, endowment policies, and investment-linked insurance products offered by insurance companies included under the CPFIS.
Unit trusts (also known as collective investment schemes) refer to professionally-managed funds offered by fund management companies included under the CPFIS. In Singapore, all unit trusts must be established by a trust deed. The trust deed is a legal document that sets out the trust objective and the working arrangement between investors, the fund manager and the trustee.
Different unit trusts may have different investment objectives, different styles of management and different levels of equity risk depending on their portfolio allocation.
2 Table 4 shows how the CPFIS monies were held, as of end Dec 2006. Interestingly, twothirds (67%) of amounts invested were in insurance policies. By comparison, only 16% was invested in stocks, while 14% was invested in unit trusts. In other words, the $4.2 billion invested into unit trusts is small compared to the $20.9 billion invested in insurance policies. The low penetration rate of unit trusts under CPFIS is relatively low compared to the success of the booming mutual fund industries in Europe and the US. Further, unit trusts offer investors several advantages: they allow investors to diversify their holdings and they are highly liquid investments which can be bought and sold easily. And CPF members who cannot access regional bourses directly under the CPFIS can invest in them via professionally managed vehicles such as unit trusts.
2 In the United States, a unit investment trust generally refers to a fixed, unmanaged portfolio of incomeproducing securities. Shares in the trust are sold to investors who received capital gains, dividend payments and interest at regular periods. A unit investment trust is typically considered a low-risk, lowreturn investment. Unit trusts in Singapore are more comparable to mutual funds in the US. to choose the path of least resistance (Choi et al. 2004 ). In the Singaporean context, this path would be to leave their saving in the default government-managed and interest-rate guaranteed CPF-OA and -SA accounts. Of course, for many, this may be a sensible choice. For their retirement savings to grow consistently over time, investors should not look only for highyielding instruments but must also be attentive to holding down costs. Next, we turn to an examination of these .
Sales Charges and Transaction Fees Paid By CPF Investors
This section looks at two important cost drivers affecting savers' net return on saving:
sales charges and transactions fees.
Sales Charges. Singaporeans investing in unit trusts are familiar with the sales charge; this is generally reflected in the bid-offer spread of the unit trust. For unit trusts offered under the CPFIS, the sales charges range from 0% to 5% of the initial amount invested (CPF 2007c).
Accordingly, sales charges constitute a hefty portion of the overall costs of investment and have a significant impact on the net return from retirement savings invested. Delving deeper, however, we note that the sales charge (or more correctly the initial sales charge) is just one of the many types of fees payable directly by investors. Table 5 shows various types of fees that a CPFIS-included unit trust may levy on investors, including an initial sales charge, a transaction charge on purchase, a realization charge, a redemption fee, and a switching fee. Comparing this to the fee structure for US mutual funds, the initial sales charge plus the transaction charge on purchase would be equivalent to a front-end sales load; the realization charge would be the equivalent of a back-end sales load. It should be noted that the majority of CPFIS-included unit trusts charge only the initial sales charge; only a handful of unit trusts levy a low 1% realization charge (even though most funds specify a maximum realization charge provision in their prospectuses). For those unit trusts which invest in underlying sub-funds, the underlying sales charges, if applicable, are borne by the unit trust and not charged directly to investors. This means that CPFIS investors generally do not have to worry about an additional layer of sales charges from underlying sub-funds. If there are other transaction costs of investing into the underlying sub-funds not borne by the unit trust, however, this may be levied on investors as a 'transaction charge on purchase.' While such cases are rare, the transaction charge on purchase nonetheless represents another layer of costs over and above the initial sales charge. pay a single $2 -$2.50 transaction fee for the five funds purchased in a single transaction; in other words, the transaction fee will not depend on the number of funds (and units of shares in the funds) purchased.
The source of this differential is that an IA uses a wrap account structure, which as the name implies, "wraps" the investor's investments under one account. As such, the IA will draw the consolidated amount invested directly from the CPF agent bank rather than have each of the individual fund houses do so. In addition, because multiple investments are now wrapped under one account, the investor only needs to pay $2 in service charge per quarter regardless of the number of funds held. Thus, CPFIS investors who transact through an IA under the wrap account structure may save on agent bank charges and also enjoy discounts on other charges such as sales load and switching fees (Table 6 ). Nonetheless, under the wrap account structure, investors typically must pay an annual advisory fee (or 'wrap fee') to the IA for investment advice accompanying product recommendations. The CPF website states that this wrap fee may amount to as much as 1.5% of the value of the investor's holding. In addition, an IA may allow investors a choice between paying an upfront sales charge or a deferred sales charge. Under the second option, investors will have to pay an annual establishment fee over say, the first five years of the investment period. Effectively, the sales charge is now spread across the investment horizon. As a safeguard, the IA may also charge exit fees should the investor make any withdrawals within the first five years. 8 The practice of charging a 'wrap fee' is becoming more widespread among financial advisory firms and insurance companies in Singapore (Tan 2006) . As the wrap fee is neither considered part of the sales load nor operating expenses of the unit trust, unwary or uneducated investors may not be fully apprised of these additional charges. Accordingly, it is worth exploring further how transaction fees such as agent bank fees and wrap fees might be better communicated and perhaps regulated, as the CPF investment scheme evolves.
Operating Expenses Paid by Unit Trusts
In addition to sales charges and fees paid by investors, unit trusts themselves also incur various operating expenses such as management fees, trustee fees, administration fees, custodian fees, registrar fees, audit fees, accounting and valuation fees, and other fees. 9 These operating expenses are paid by unit trusts directly, but of course they are passed on to investors inasmuch as such expenses reduce the net return paid on CPF investments.
To inform consumers about high operating expenses charged to the unit trust which might deplete gross returns, IMAS has developed an aggregate measure called the total expense ratio to capture a fund's operating expenses expressed as a percentage of that fund's average NAV 10 over a given time period. This aims to create a level playing field, so investors may be properly informed of the costs of having their funds managed and also to enable meaningful comparison across funds with different cost structures (IMAS 2005) . Table 7 summarizes these various fund expenses for the computation of expense ratios, according to IMAS (2005) guidelines.
Table 7 here
It is interesting to note that IMAS guidelines are comparable in the main to those employed for mutual fund reporting in the US. There, as in Singapore, brokerage commissions and bid-ask market impact costs for securities purchased by the fund manager are excluded from expense ratios. Singaporean fund managers are required to make quarterly disclosures of fund 9 Other fees include service fee, asset allocation fee, legal fee, printing fee and distribution fee. 10 The NAV of a unit trust is the value of the unit trust fund's assets less its liabilities.
expense ratios to investors and the CPF Board; investors may also access these ratios on IMAS'
website. In the US, similarly, expense ratios are reported on the fund prospectuses. Contrarywise, brokerage commissions for the sale of the investment (e.g. from a broker to an individual) are considered as separate and not included in expense ratios. (In the US case, 12-b-1 fees are generally included.)
The total expense ratios (or annual fund operation charges) of CPFIS-included unit trusts currently range from 0% to 7.1% of NAV (CPF 2007c ). This range is rather wide, perhaps because fund administration fees differ significantly from fund to fund. For example, the annual management fee component alone varies between 0% and 3% of NAV (CPF 2007c). Another possible reason for the variation might be that there is no mechanism for investors to verify the accuracy of these publicly reported expense ratios. 11 Along these lines, it is interesting that
Mercer Investment Consulting (2002) acknowledged in its 2002 Performance and Risk
Monitoring Report for CPFIS-included funds that it had attempted to check the expense ratios submitted by the fund management companies for reasonableness, but it did not take responsibility for the accuracy of the calculations. To support CPFIS investors in their decisionmaking, it may be useful for the CPF Board and its consultants to look into further standardization of the way in which expense ratios are computed across fund companies, thereby increasing the transparency of the reporting process.
11 Expense ratios are furnished by fund management companies and insurers. These ratios are made available to the public through the quarterly Performance and Risk Monitoring Reports for CPFISincluded funds published by Standard & Poor / Morningstar and are also be found on IMAS website. These expense ratios are supposed to be calculated according to IMAS latest guidelines.
Characteristics and Determinants of Unit-Trust Costs
To examine the links between costs and fund characteristics, we have compiled the fees In what follows, we first offer some descriptive statistics on the funds, and then turn to a multivariate analysis of fund costs.
Descriptive Characteristics of CPFIS-included Unit Trusts. Under Mercer's risk classification system, 12 CPFIS funds may be classified into four risk categories based on their level of equity risk; in practice, the majority of funds are classified as either in the medium-tohigh or higher risk categories. As Figure 1 indicates, the bulk of the unit trusts in our sample (82%) are equity or balanced funds. It is also interesting to note (see Table 8 ) that these equity and balanced funds are quite expensive. That is, the average sales load of the equity and balanced funds hovers around 5%, higher than the 2.1% for income funds, and 0.1% for money 12 Mercer Investment Consulting, CPF Board's consultant, developed a risk classification system for the CPFIS that assigns various risk levels to permitted investments. The unit trust or ILP with a greater proportion of its assets invested in the more volatile stock market will have a higher equity risk. Based on its level of equity risk, the unit trust or ILP will be assigned one of the 4 risk categories. market funds. Likewise, the average expense ratios of the permissible equity and balanced funds are highest among fund types. This is not surprising, given the higher monitoring and fund administration costs associated with equity and balanced funds, although part of the up-front costs may perhaps indirectly 13 be compensating these 193 funds for having to compete and vie for individual CPFIS investors' attention. Figure 1 and Table 8 here
Turning to fund management style, it can be hypothesized that passive funds (regardless of fund type) would be less expensive to manage than actively-managed funds, due to lower turnover of securities and less required monitoring. Table 9 supports this view with passive equity funds having average sales loads that are more than 50% below the sample mean.
Similarly, the average management fee is 46% lower and the average expense ratio is 45% lower than the respective sample means. These large cost differences are important from an investment perspective. In the balanced funds category, passive funds enjoy lower costs than the activelymanaged ones; sample differences are smaller, since among these, the balanced ones prove to be only partially passive, whereas the equity funds are wholly passive. Table 9 here
Turning now to ownership, Table 10 shows the classification of 22 fund management companies offering unit trusts under CPFIS. On the one hand, unit trusts offered by foreign entities may be more expensive due to higher administrative costs associated with the need to advertise and compete in the Singapore marketplace, compared to those offered by domestic entities, especially the three local banks which have a home advantage as their brands are firmly established in the minds of most Singaporeans. On the other hand, foreign unit trusts may be less 13 The Code on Collective Investment Schemes issued by MAS prescribed that all marketing, promotional and advertising expenses incurred in relation to the Fund are to be borne by the Fund Manager.
expensive as they are almost 10 times larger in terms of asset size (as of June 2006; see Table   11 ); accordingly they may be able to translate their economies of scale into lower fees for investors. Tables 10 and 11 here Table 12 suggests that the first effect dominates since the unit trusts offered by foreign entities appear somewhat more expensive. For example, the average sales load and average expense ratio of foreign funds in our data exceeded those of domestic funds by about 80bp and 42bp respectively. This implies that the first-year total cost 14 of a foreign fund is, on average, 122bp (or 1.22%) higher than a domestic fund. There are several reasons why domestic funds are less costly. One reason may be that all the eight passive unit trusts under CPFIS are offered by domestic companies. These passive funds are generally low-cost and thus reduce the overall average costs of domestic funds. Also, examining the characteristics of the foreign versus domestic funds in Table 11 , one will notice that 18% of domestic funds charge performancerelated fees as compared to only 12% for foreign funds. This implies that domestic funds may be able to offer lower charges because they can cost-recover in other ways. This gives rise to the question of whether fund companies that are bank-related are able to exploit opportunities for cross-selling in order to grow asset size, and thus lower fees and charges through scale economies. The lesson, therefore, is that investors must therefore pay careful attention to the entire spectrum of investment costs and not simply focus on any single cost component.
14 The 'first-year total costs' figure computed in this study is derived by adding average sales load to the average expense ratio. Two points are worthy of further note. (i) Although the average load is expressed as a percent of the amount invested and expense ratio is expressed as a percent of the average NAV, these bases should more or less be equal as long as the fund is not growing rapidly.
(ii) A more precise way to compute 'first-year total costs' might be to convert the sales load into an annualized load to align it with annual expense ratio component.
Table 12 here
Another possible determinant of costs may be size of fund; studies in other countries suggest that as the assets under management rise, there would be an expectation of economies of scale (Bateman and Mitchell. 2004; Mitchell 1998) . To verify whether fund size has an impact on cost of unit trusts in the CPFIS context, we split the sample into 10 asset deciles. Table 13 shows that the bulk of CPFIS-permitted unit trusts (219 of 235) are quite small, and fall into the first decile; the aggregate value of assets managed by each of these 219 unit trusts is less than S$500 million, of which half of these actually manage assets less than S$50 million (see Figure   2 ). The remaining 16 larger funds are spread across the various deciles. Interestingly, and somewhat unexpectedly, sales loads and management fee appear not to decline with fund size; it may be that unit trusts simply do not compete along this cost dimension (Our empirical analysis in the next section shows that size of fund has some bearing on the first-year total cost of unit trusts but not the sales load and management fee). It is worth noting that, though there are many unit trusts, they are offered by a small set of fund management companies. The concentrated nature of the unit trust industry may explain, to some extent, why there is such a stable charge structure by size. It may be sensible public policy to encourage scale economics via the consolidation of smaller unit trusts, as well as to publicize more effectively the erosive effect of these fees on net returns. Table 14 , where we see that sales loads of unit trusts in our sample range from 0% to 6.25%, management fees from 0% to 2.04%, and total first-year costs from 0.44% to 10.57%. The value of assets managed by the unit trusts varies widely from S$0.35 million to S$45,108 million with a mean value of S$425 million. Some of these funds are relatively new, established only months ago, and the oldest fund has been in the market for 47 years. Some two-thirds (62%) of the unit trusts are foreign-owned, 97% are actively managed, 47% are affiliated with banks, 71% are equity funds, 11% are balanced funds ,and 17% are income funds with the remaining 1% money market funds.
Table 14 here
To identify the key determinants of one-off sales loads and annual operating expenses of unit trusts, we have run regressions of unit trust costs on the key characteristics of unit trusts as follows:
where C i is the % cost of the unit trust in basis points, ln(size i ) refers to the natural log of fund assets, and D 1 to D 6 refer to fund characteristics such as foreign ownership, active fund style, bank-related fund and types of fund. We run the regression with three different definitions of costs: sales loads (Column 1), annual management fees (Column 2) and first-year total costs (Column 3). The regression results are reported in Table 15 , where significant F-statistics and the relatively high R 2 statistic indicates that the independent variables selected are important in accounting for differences in unit trust costs. Table 15 here
It is of interest that -of all the unit trust characteristics considered -ownership, style of fund management, and type of fund are the most significantly associated with the cross-sectional variation in all three dependent variables. Foreign-owned funds charge 42 basis points more sales load than locally-owned funds, 16 basis points more management fees, and 53 basis points more first-year total cost. Actively managed unit trusts also charge higher sales loads than passive funds by 136 basis points, management fees of 41 basis points, and first-year total cost of 202 basis points. The cost structures for various types of unit trusts are also significantly different.
Equity and balanced funds charged more in terms of sales load and management fees than do income funds, while money market fund charge much less. Table 15 also shows that size of fund is significant in explaining the differences in first-year total cost of unit trusts but not the sales load and management fee. Larger funds charge 8 basis points lower total cost than smaller funds.
The other variables, such as age of fund, and bank affiliation, do not account for differences in the sales loads and management fee of unit trusts included in the CPFIS.
Factors Influencing Unit Trust Investment Costs
Despite the increased attention devoted by the CPF Board to standardization of reporting of investment costs, this analysis has shown that it is still a difficult matter to factor in the variety of back-and front-end loads, annual asset-based and fixed charges, and wrap fees. As Prime
Minister Lee Hsien Long (2005) recently noted (emphasis added):
"[W]e must help CPF members to earn better long term returns on their savings. Over the years, we have opened up the CPF Investment Scheme (CPFIS) and given members considerable latitude to invest their CPF savings as they judge best. However, this has not always worked out as well as we hoped, because the options available to the members are not well tailored to their needs, and it is difficult to educate members adequately on how to plan for their long term needs.
Almost three-quarters of the members who invested under CPFIS from 1993 to 2004 would have been better off leaving their savings with the Board. In particular, those who invested in unit trusts and investment-linked products (ILPs)
have generally received mediocre returns. One important reason why CPFIS returns have been mediocre is the high cost of investing. For example, the annual cost to investors in a retail unit trust in Singapore is typically double that of the US. This is because the market is fragmented, many of the unit trusts and ILPs are small, and the overheads and fees are high.
In this light, it is interesting to note that the composition of CPFIS-included unit trusts have not changed much over time. substantial time series increase in the number of funds, the composition of funds by risk category remained essentially the same. In particular, about 80% of the CPFIS funds offered remained in the "medium-high" and "higher" risk categories. Given our results that the type of fund is a key determinant of unit trusts' cost structure, this may explain why the high sales load and management fees have persisted since the start of the CPFIS. Table 17 ), representing a mere 3% of the overall number of CPFIS-included unit trusts. It is also surprising that there are no passive funds offered by foreign fund management companies. Accordingly, one way to encourage more investment outside the default CPF accounts might be to increase the offering of passive or indexed funds in the Singaporean context. Passive funds are often deemed suitable for novice investors who are not sufficiently confident to select their own stocks or unit trusts; they may also be suitable for long-term investors seeking growth but who lack the time to actively manage their investments. No-load Unit Trusts. The US experience also indicates that the growth of the no-load funds segment can be a key contributor to an overall decline in the fees and expenses of investing in mutual funds. In fact, no-load funds are quite popular with US investors and the net new cash flow to this segment has grown in recent years (ICI 2006) . Originally, no-load share classes were offered by US mutual fund sponsors that sold directly to investors; nowadays, investors can purchase no-load funds through employer-sponsored retirement plans, mutual fund supermarkets, discount brokerage firms, and bank trust departments. This has resulted in tremendous growth of the no-load funds segment.
US mutual funds are often classified according to the class of shares that fund sponsors offer to investors: primarily load or no-load classes. 15 Load classes generally serve investors who hold funds through financial advisers; no-load fund classes usually serve investors who purchase funds without the assistance of a financial adviser or who choose to compensate the financial adviser separately. Some financial advisers who charge investors separately for their services rather than through a load or 12b-1 fee also use no-load share classes. It appears that the Singapore could also explore this concept of using no-load share classes to simplify cost structures, since the practice of financial advisers charging CPFIS investors a wrap fee for their services (while offering them waivers on sales loads in certain cases) is becoming more widespread. Table 19 shows the 14 CPFIS-included unit trusts, comprising two money market funds and 12 income funds that do not charge sales loads. The evidence in Table 19 also suggests that these no-load unit trusts have relatively easily-understood cost structures, in that they do not report substantial operating costs other than the annual management fee. The fact that these do not burden the investor with a myriad of fees and charges may suggest that this type of fund may be worth investigating further. In the Singaporean case, as noted above, the wrap fee is not considered part of the sales load or expense ratio, and thus it currently is not subject to the newly-implemented CPF caps. As the wrap fee may not be easily understood by naïve investors, it may be useful for the CPF to help CPFIS members estimate the annual net returns after such charges are subtracted.
In sum, the data are available on this myriad of fees, charges, expenses, loads, and so forth, but they are dispersed across numerous websites and expressed in different terms depending on the specific product in question. Accordingly, it might be beneficial if the CPF were to develop a single easy-to-use web calculator making these comparisons simpler. For instance, a drop list could illustrate for each fund the component costs over a range of holding periods. It would be useful to show itemized costs well as an all-in annualized cost, for the various products projected over various periods (e.g. 1, 5, 10, 20 years).
Conclusions and Discussion
This paper has explored the costs associated with the professionally-managed unit trusts permitted under the CPFIS scheme. The data show that most Singaporeans have not actively opted from the menu of investment options in their quest to build retirement or saving accounts.
Some suggest that this is because the "default" rate of return paid to those who keep their money in the CPF is deemed to be a rather high riskless rate (Koh et al. 2007) . Some CPF member inertia may also be attributable to participants not knowing what to invest in and how to invest.
A related explanation may be that CPFIS funds levy a rather bewildering range of sales charges, transactions fees, portfolio management costs, fund administration expenses, and other miscellaneous costs. Financial advisory firms and insurers also charge a 'wrap fee' which is not included in either the sales load or the operating expenses of the unit trust. Searching through individual fund prospectuses to ferret out all these expenses is difficult, and some CPFIS investors may not be readily able to assess and compare total costs of buying, owning, and selling different unit trusts. Being perplexed and risk averse, members may choose the path of least resistance.
As the CPF investment scheme evolves, it may be worth exploring further how transaction fees such as agent bank fees and wrap fees might be better communicated to protect unwary or uneducated investors. The CPF Board may wish to consolidate expense computations across fund companies, so as to enhance the transparency of the reporting process. It might also be useful to formalize a means of combining the initial sales charge, transaction charge on purchase, and realization charges in a single measure called the sales load. This measure would allow investors to see the sale charges in their entirety should they decide to buy into a unit trust now and exit at a later point in time. In addition, this summary measure would prevent unsophisticated investors from relying purely on the initial sales charge data reported by fund distributors, which could be an understatement of total loads. Further, even funds that do not currently levy a realization charge or back-end load now may do so in future, and informing the investor of this in a centralized manner could also enhance consistency in reporting. This information could readily be displayed in a web-based calculator showing, for each fund, the component costs as well as all-in costs over varying holding periods.
Our paper also explores the determinants of these financial sector costs and assesses which factors have a bearing on the cost structure of unit trusts. The empirical results show that above-average expenses are incurred by investors holding actively managed funds, foreignowned funds, and equity as well as balanced funds; less costly investment choices include noload and passively managed index funds, and money market funds. Fund size does help account for differences in total cost of unit trusts, but it does not account for observed differences in their sales loads and management fee. Other descriptors such as age of fund, and bank affiliation, are not statistically significant determinants of the differences. Lower-cost funds would include passively managed portfolios, Life Cycle or target maturity date funds, and no-load unit trusts.
The CPF Board and IMAS are working on several fronts to moderate these retail costs for CPFIS investors. While the CPF views decision-making as best left to individual CPF account holders, in recent years it has taken several measures including the following:
• The CPF Board has set more stringent criteria for the admission of new unit trusts into the CPFIS from February 2006. Further, it has capped sales charges from July 2007, and expense ratios will be capped from January 2008. Specifically, in December 2006, CPF announced a cap of 3% on sales charges with effect from 1 July 2007 and a tiered cap on expense ratios by risk categories from 1 Jan 2008 (see Table 20 ). Funds that are unable to meet either of the above criteria will not be allowed to take in new CPF savings; • The CPF Board continually reviews existing CPFIS unit trusts to establish their continuing eligibility for inclusion (assets under management, total expense ratios and performance); • To help members grow their nest eggs, the CPF Board has developed investor education programs to empower members to make informed decisions in their investments; • The CPF Board advises members to exercise prudence when they invest their CPF savings under the CPF Investment Scheme. In addition, members are made to appreciate that they are responsible for their own investments and that they must decide for themselves how to invest their savings and what level of risk they wish to accept. On its website, the CPF Board has reminded members not confident of investing on their own can always keep their money with the CPF Board and earn the guaranteed risk-free interest rates of 2.5% and 4%.
• IMAS and the Life Insurance Association of Singapore (LIA) have discussed what both associations can do in response to the CPF's call for specific steps to lower the cost of retail investing (IMAS and LIA 2004) .
Table 20 here
The traditional approach to investor sovereignty in most nations tends to result in much inertia on the part of investment account holders. That this is also true in Singapore is evident from the fact that some $79 billion sits in CPF Ordinary and Special accounts, available to be invested but collecting only low rates of return. Existing investor education programs have evidently not prompted many CPF members to make active choices. 16 Also, as we have showed, the retail fund approach is associated with high costs. Accordingly, it may be fruitful to take a more activist "institutional" approach which takes into account the by-now well known aspects of behavioral finance (Mitchell and Utkus, 2004) . One model that might be considered is that of the US Thrift Saving Plan (TSP) made available to US civil servants. Under TSP, the Board conducts a national solicitation every few years, whereby fund management companies bid for the money management business. A very limited set of index funds is offered to plan participants initially including only an equity fund, a bond fund, and a government securities fund (a few more options have been offered in recent years).
CPF might also consider taking a more proactive approach to enhance net returns on participant saving. In the Singapore Budget Debate of 2007, several politicians pointed out how important it would be to enhance returns to CPF saving. This was not so much an appeal for higher guaranteed returns but rather a call for better utilization of centralized purchasing power to lower costs and obtain more attractive investment opportunities for CPF members. The Government response has been positive; Minister for Manpower Dr Ng Eng Hen replied that the CPF Board will be studying ways to do so (Ng 2007) . One possibility cited was for the CPF Board to play a strong facilitator role to purchase 3-month or 1-year Singapore Government Securities (SGS) at slightly higher rate of return than the OA funds, at around 3%. Another option might be for the CPF Board to play an aggregator role, devising default funds with acceptable risks and returns which members could readily understand and participate in. It would also be feasible to establish low turnover life cycle funds, such as in Chile (Arenas et al.
2007
) which could be the default portfolios for investors reluctant to take a more activist stance.
A related idea would be for employers to play a more pivotal role as bulk purchaser of retirement 16 On the importance of financial literacy and retirement saving, see Lusardi and Mitchell (2007) .
funds. In the US case, the long-term fall in sales loads was largely achieved by the growth of mutual fund sales through employer-sponsored retirement plans, since mutual funds tend not to charge loads for such purchases. ICI (2006) recently reported that the front-end load for US equity retail mutual funds was 1.25% in 2005 (Table 21) , down significantly from the 5.6% in 1980 and the 7% in 1960.
Table 21 here
The newly-implemented CPF Board cap on sales charges represents a start to keep sales loads in check. Further fine-tuning could follow the Mexican example, for instance, where new participants are defaulted into the lowest cost funds. It may also be useful to set different caps for different types of unit trust (similar to that imposed for expense ratios) instead of a flat 3% across the board.
In the longer term, it may be useful to move away from a top-down approach, instead harnessing market forces to drive down costs and enhance net returns. In the US, for example, Future work will seek to make progress in several directions. Besides costs, CPF participants are concerned about the returns on their saving. For our future research, we would like to examine whether existing CPF investment instruments are efficient from a return-risk perspective. And in view of participants' inertia, it would be invaluable to learn more about how to educate CPF investors regarding capital market risk and return, as well as the expenses associated with different investment options. In turn, as more is learned on these points, policymakers are better able to structure the environment in which retirement assets are accumulated, invested, and managed to and through old age. Also called the preliminary charge. This is payable by investors upon purchase of units in the fund and is retained by the fund managers.
The majority of CPFIS-included unit trusts have an initial sales charge ranging from 0 -6%.
Transaction charge on purchase
This refers to any transaction cost charged by the underlying funds of the unit trust but not paid or absorbed by the unit trust. This is payable by investors.
Very few unit trusts currently charge this cost component.
Realization charge (equivalent of "back-end load") This is payable by investors upon either full or partial realization of the units in the fund and is retained by the fund managers.
The majority of CPFIS-included unit trusts currently waive the realization charge except for a handful of funds which charge 1%. Regardless, it is noted that all unit trusts specify a maximum charge provision in their prospectuses.
Redemption fee
This fee is payable by investors on shares redeemed within a specified time period (e.g. 90 days). This is usually imposed by the unit trust to discourage short-term trading.
Switching fee Also called the conversion charge. This fee is imposed on investors when they switch between share classes or funds. However, this fee may sometimes be waived by the fund administrator.
Source: Authors' summary based on fund prospectuses. 
